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A. P. RICHARDSON, Editor

EDITORIAL
Whatever may be the opinion in the
public mind as to the value and effec
tiveness of the league of nations, every
one must admit that many of the labors initiated by the league
and its various agencies contain promise of desirable reforms. It
has been alleged that the league deals in pure theory; and to some
extent this no doubt is true, but it is axiomatic that practice to be
effective must be preceded by theory. If the theories enunciated
by the league of nations are followed by effective administration,
shall we say that the league has been useless? The prevention of
war, great and urgent as is its need, is not the only function before
the league. All that makes for the comity of nations and the
closer relationship of peoples is a proper subject of study and rec
ommendation by the league. Even the most bitter enemies of the
league itself will admit at least the theoretical potency of such an
organization in a day in which there is arising from all men every
where a cry for lasting peace. The things which make for war are
chiefly misunderstanding of one by another whether the parties be
nations or individual men. All this is largely truism. Indeed,
the obviousness of the thesis is one of the reasons for the disrepute
into which activities and aspirations of the league are falling.

Where the League
Functions

One of the vital concerns of the whole
civilized world today is the proper in
cidence of taxation. The tremendous
burden of liability following in the wake of war has made it more
than ever important that the weight of impost should be distrib
uted as equitably as possible. Taxes there must be, but any in
justice or unevenness in the allocation of the burden should be
avoided at all costs. Most of the chief companies engaged in
finance, commerce and industry and many of the smaller ones as
well operate in so great a variety and so wide a scope of inter

Multiple
Taxation
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est that they may almost be described as essentially international.
A corporation whose head office is in New York may have
branches in London, Paris, Berlin, Rome and a score of other
cities. The conduct of business is a proper object of taxation, and
we find, therefore, that the New York or other American company
is liable to taxation in a dozen other countries. A company
having its headquarters in London is widely represented through
out the world. And at every branch there is a liability to taxation.
And this brings us to a condition of double taxation so-called, al
though the adjective “double” is inadequate. In some cases the
taxation may be manifold.
The league of nations has concerned

The Whole Question
itself wisely with consideration of this
Reviewed

vital question of multiple taxation. The
matter was referred to a financial committee of technical experts.
The committee pursued its investigations over a somewhat ex
tended period of time, and gave ample consideration to the whole
field of national taxation in its bearing upon international trade
and industry. The summary of its deliberations is embodied in a
document known as F. 207, entitled Double Taxation and Evasion
of Taxation, and dated February 4th. The report is notable for
its clarity and avoidance of esoteric technicalities. It is the kind
of a report which the ordinary man of business can read and un
derstand, and with which he will almost assuredly agree. Un
fortunately, the press of this country has not given sufficient at
tention to the report, which was distributed by the International
Chamber of Commerce from its Paris office. The report is so
important that we feel no necessity for apology in presenting the
following extracts from it:
I. Double Taxation
I. Impersonal Taxes, or Schedular Taxes (Imp6ts reels).
Generally speaking, the experts recognise that only the state in which the
source of income is situated is entitled to impose impersonal or schedular taxes.
They applied these principles in succession to various kinds of income:
(A) Immovable property (land and buildings); taxes on the actual or pre
sumed rental value should be levied by the state where the property
is situated.
(B) Agricultural undertakings: as above;
(C) Industrial and commercial establishments.
1. When the whole of an undertaking is carried on in one and the same
country, the income should be regarded as originating in that country, irre
spective of the nationality of the owner of the undertaking.
2. If the enterprise has its head office in one of the states and in another has a
branch, an agency, an establishment, a stable commercial or industrial organi
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sation, or a permanent representative, each one of the contracting states shall
tax that portion of the net income produced in its own territory. Therefore,
the financial authorities of the interested states shall be able to request the tax
payer to hand in general balance-sheets, special balance-sheets and all other
relevant documents.
(a) In the case of shipping enterprises, railway companies, transatlantic
cables, aerial navigation companies and electrical power undertakings, the prin
ciple of division is applicable, in proportion to the profits originating in a partic
ular country, provided that there exists in that country a genuine organisation
(office, agency or branch) in which business is actually carried on and that it is
not—as in the case of shipping companies for example—merely a question of
vessels calling at ports.
Nevertheless, in the case of maritime navigation undertakings, in view of the
very particular nature of their activities and of the difficulty of apportioning
their profits, particularly in the case of companies operating in a number of
countries, the experts admit an exception to this principle; to the effect that the
tax should, subject to reciprocity, be imposed only by the country in which the
real estate of measurement and control of the undertaking is situated.
(b) Insurance companies.—The principle of division also applies to profits
realised through an insurance agent representing in the same locality more than
one company.
(c) Banks.—The same principle of division; excluding, however, operations
effected by a bank belonging to a specified country in another country, when its
operations are confined to discounting or to paying over money.
(d) Mortgages.—The state in which the immovable property is situated
should alone have the right to levy a schedular tax on mortgages.
(e) Directors’ fees.—The state, which has the right to levy this tax is the
state in which the company has its fiscal domicile.
(f) Earned income.—The tax should be levied in the state in which the trade
or profession is normally and habitually carried on, subject to the right of states
to conclude among themselves special conventions to meet the case of persons
employed in the neighbourhood of a frontier, or engaged in a profession,
employment, trade which necessitates crossing the frontier.
(g) Transferable securities, deposits and current accounts. As regards
interest on:
(a) Public funds and bonds issued by companies or other legal persons;
(b) Deposits and current accounts,
the state in which the debtor is domiciled shall as a rule be entitled to levy the
schedular tax, but the experts recommend the conclusion of agreements where
by (particularly by means of affidavits and subject to proper precautions
against fraud) reimbursement of or exemption from this tax would be allowed
in the case of securities, deposits or current accounts of persons domiciled
abroad, or whereby the tax would be levied either wholly or in part by the state
in which the creditors are domiciled.
Public funds include bonds issued by the state, provinces, departments, com
munes and by regularly constituted public bodies.
As regards interest in deposits or current accounts, the debtor should be re
garded as the head or branch office which pays the interest.
The above regulations shall also apply to the various kinds of schedular taxes
on dividends charged upon shareholders; it being clearly understood that there
is no reference here to the tax on industrial and commercial profits mentioned
in para. (c) above.
(h) Various credits and annuities. As regards interest on credits, other than
those already considered, and on annuities, the state in which the creditor is
domiciled shall have the right to impose the schedular tax.
The definition of “domicile” shall in this instance be the same as that adopted
for the purposes of the general income tax.
II. Personal Income Tax
i. The general income tax, i.e., a tax (which may be at a progressive rate)
charged upon the whole income of a taxpayer, from whatever source derived,
should, in principle, be imposed only by the state of domicile.
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2. When for its own reasons a state, other than the state of domicile, finds it
necessary to impose a general income tax on income arising from a particular
source or sources in its own country, bilateral conventions should, if possible, be
entered into between the states concerned with a view to avoiding any double
imposition caused by taxation of this character. The kinds of income upon
which the state of origin may impose such a tax include (a) income from im
movable property, (b) income from agricultural undertakings and industrial
and commercial establishments, exclusive of dividends upon shares therein.
3. The precise method of avoiding double taxation must be a matter to be
worked out in detail between the states concerned, having regard to the cir
cumstances and nature of the respective fiscal systems, but the experts indicate
two methods which may be of assistance to any states which may contemplate
entering into such conventions.
(1) Deduction by the state of domicile from the general income tax of a sum
which will be:
(a) either the tax calculated according to the state’s own scale and charged
exclusively on income produced in the other countries, each of the
latter being taken separately,
(b) or the tax actually paid abroad on the income arising abroad; this
sum may be limited to the amount to be deducted in accordance with
paragraph (a).
In order to prevent a taxpayer, whose entire income arises abroad, from
escaping all taxation in his state of domicile, the amount to be deducted
on the above basis should in all cases be restricted to some fraction of
the total tax chargeable in the state of domicile.
(2) In the state of the origin of the income, only a portion of the income aris
ing there should be taxed, the other portion being taxed in the state of
domicile of the taxpayer, but at the rate applicable to his total income
from every source.
4. Similar steps might be taken or exemption might be granted in the coun
try of the origin of the income by means of bilateral conventions in cases where
double taxation arises by reason of the existence of a general tax in the country
of domicile, side by side with schedular taxes in the country of the origin.
the Taxpayer’s Total Wealth or Capital;
Succession Duties
The rules adopted for the general income tax are applicable, mutatis mutan
dis, to permanent taxes on the tax-payer’s total wealth or capital and to suc
cession duties.

III. Permanent Taxes on

IV. Fiscal Domicile
1. Fiscal domicile of individuals
(a) General income tax: taxes on the total wealth or capital.
The state of domicile, for purposes of the general income tax, shall be the
state in which the taxpayer normally has his residence for a portion of the year,
the term “residence” being understood to mean a permanent home.
If a taxpayer has a residence or sojourns otherwise than occasionally in differ
ent states, each of the said states may levy a general tax; it is desirable, however,
in order to avoid double taxation that those states should adopt a special
standard of liability to taxation or else that they should agree on a proportional
division of taxation.
States shall always be free to tax their own nationals on the whole of their
income, wealth or capital not taxed under the terms of the above paragraph.
(b) Succession duties.
The state in which the deceased had at the time of his death chosen to take
up his residence, with the manifest intention of remaining there, shall for pur
poses of succession duties be considered as the state of domicile.
States which are unable to accept this definition in its entirety shall retain
their own internal legislation. Should double taxation ensue, they might, for
the purpose of avoiding it, agree to base taxation upon the nationality or the
principal establishment of the deceased or to adopt some method of relief.
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2. Fiscal domicile of companies or corporate bodies
The state which has the right to levy the tax is the state in which the head
office is situated or, if that office is not the real centre of management and con
trol of the undertaking, the state in which this centre is situated.
II. Fiscal Evasion
A. ASSESSMENT OF TAX

In view of the very special nature of the problem of fiscal evasion, the ex
perts consider that they must, at the outset, submit the following observations
which should be read together with the text of their recommendations:
(1) Unlike double taxation, in connection with which any problems arising
between two states can be settled appropriately by means of bilateral con
ventions, the question of fiscal evasion can only be solved in a satisfactory man
ner if the international agreements on this matter are adhered to by most of the
states and if they are concluded simultaneously. Otherwise, the interests of
the minority of states, who would alone have signed the conventions, might be
seriously prejudiced.
(2) As regards the carrying out of the recommendations, which the mem
bers of the committee, in their capacity of technical experts, submit, as being in
their opinion the most suitable for counteracting fiscal evasion, the experts
desire to emphasize the fact that it will only be possible to carry out these recom
mendations in any given country if, in the first place, public opinion in that
country is sufficiently prepared and, secondly, if the government of the coun
try considers that the measures advocated are not only compatible with public
opinion, but also are required for the collection of its own taxes.
The experts consider that an effective method of avoiding fiscal evasion is for
the revenue authorities to undertake to supply on a basis of reciprocity to other
countries, in respect of persons or companies domiciled in those countries, such
information as may be required for tax assessment, for which purpose it is neces
sary to ascertain both the income and capital value of:
(1) immovable property,
(2) mortgages,
(3) industrial, commercial or agricultural undertakings,
(4) movable securities, deposits and current accounts, as determined by
means of affidavits or any other documents proving the existence of
capital or the payment of the income,
(5) earned income, including directors’ fees.
Nevertheless, having regard to circumstances of different kinds, the ex
perts recognise that this exchange should be limited actually to the in
formation which is in the possession of states or which the states can
obtain in the course of their fiscal administration.
In the opinion of the committee, it is essential that agreement on the subject
of fiscal evasion should be reached, if not universally, at least by a majority of
states in order to obviate the serious disadvantages which might result for cer
tain countries if the procedure in question were adopted by a minority of states
only.
B. COLLECTION OF TAX

(Administrative and judicial assistance)
States might consider the possibility of allowing their administrative or judi
cial authorities to act for other states for the recovery of fiscal debts the liability
for which can be shown to be “resjudicatae”. If this principle were adopted,
states would conclude with one another, for its application, conventions which
might contain the following provisions:
(1) Each state shall recover within its territory, in accordance with its own
law, taxes due in another state, including taxes due from persons not nationals
of the latter state. The state to which such an application is made may not,
however, be requested to apply any method of execution not provided for under
the law of the state making the application.
(2) Taxes to be recovered shall not, in the state to which application is made,
be regarded as privileged debts.
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(3) Prosecutions and other measures of execution shall be carried out, with
out exequatur, on the production of a document providing that the liability in
question is “resjudicatae”. If the fiscal debt may still be the subject of an
appeal, conservatory measures may be taken on the production of a decision
executable against the debtor.

There is so much in this report that is of
Recommendations
Should be Considered vital consequence to accountants and to
the general business public that it is
impossible to deal comprehensively with it in the narrow limits of
these pages. Everyone should read and consider what has been
recommended. Of course, it will be alleged by many of us that
the recommendations of the technical experts are academically
beautiful but practically unsound. For instance, one might quite
reasonably point to that paragraph of section IV dealing with
fiscal domicile and prove to his own satisfaction that the deter
mination of a taxpayer’s residence is almost out of the question in
the case of many business men whose activities are world-wide.
Of course, the proposals in the report lack finality—no scheme was
ever devised which would meet all exigencies—but that is no
reason for damning the whole document. Nor is the fact that it
emanates from the league of nations any justification for ignoring
its possibilities for good. The fact is that something must be done
to overcome the unfair imposition of multiple taxation. The
business of the world, if it is to prosper, must receive broad-minded
and intelligent consideration. If we are seeking for peace, as we
so loudly aver, let us all ask ourselves the question: Can peace be
more quickly induced by any human agency than by establish
ment and maintenance of fair trade relations? Reduplication of
taxation is blocking the way by which we may advance, and
something must be done about it, as everyone knows.

The proposal for bi-lateral conventions
has good precedent behind it. Agree
ments have been set up between England
and Spain, between Italy and Czecho-Slovakia and long ago were
satisfactorily made and observed by the states of the old Austrian
empire. These and other international trade conventions are
public documents which are available to anyone who will take the
trouble to seek them. If proof be asked of the practicability of
international agreement upon the subject of taxation, it may be
found in that section of the 1924 income-tax law which exempts
from taxation “income of a non-resident alien or foreign corpora
tion which consists exclusively of earnings derived from the
Proposals Based
on Precedent
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operation of a ship or ships documented under the laws of a foreign
country which grants an equivalent exemption to citizens of the
United States and to corporations organized in the United States.”
As a result of this clause, double taxation of earnings from the
operation of a ship is avoided in the case of taxpayers of Great
Britain as well as the Argentine Republic, Bulgaria, Denmark,
Egypt, Iceland, Norway, Paraguay, Persia, Sweden, Venezuela
and other countries. The extension of the influence of this clause
to other countries will follow, and in process of time incidence of
taxation on this class of revenue at least should be fairly applied.
If it be possible to effect operative conventions in the matter of
maritime profits, there seems no logical ground for belief that
reform may not be brought about for other kinds of business
profits.

The series of reminiscences by James T.
Anyon in recent issues of The Journal
of Accountancy has led to many expres
sions of appreciation of this interesting chronicle of the profession
in America prior to the passage of the first C. P. A. law. Several
readers have expressed the hope that someone will take up the
story where Mr. Anyon lays it down. The suggestion is good and
carries the heartiest of editorial endorsement. There are several
of the elder statesmen in the profession who could write a record of
great value, and it is important that someone should do this serv
ice to his fellows, for the time is inevitably coming when those
who have a clear and personal memory of the early days will be no
longer able to make permanent their recollections. Those who
are familiar with histories written in the middle ages will remember
that it was quite a common occurrence for one man to start and
another to follow in his steps, taking up the story where the
originator had ended. William of Tyre had many continuators,
and as a consequence we have today a fairly accurate and ex
tremely graphic series of commentaries on the stirring times of the
earlier crusades. Let us hope that there will be continuators who
will follow Mr. Anyon and leave a complete history for the ac
countants of the future.

Continuators
Wanted

In the course of Mr. Anyon’s reminis

Election or Appoint
cences he refers to the influence which
ment of Auditors

was exerted upon business conditions
by the decision of the United States Steel Corporation to
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submit its accounts and records to audit.
lowing letter is most interesting:

On this point the fol

March 13, 1925.
Editor, The Journal of Accountancy,
Dear Sir: I am sure that all those whose accounting memory extends back
into the nineteenth century will share Mr. Ross’s pleasure in Mr. Anyon’s very
interesting reminiscences. I was particularly glad to note his recognition of the
contribution made to sound accounting and the progress of the accounting pro
fession by the United States Steel Corporation. It is difficult to estimate the
far reaching effect which the sound policies of accounting and reporting to stock
holders, adopted from the outset by that corporation, have had on industrial ac
counting and reporting in the United States. The credit for initiating such
policies presumably is due to Judge Gary and his colleagues on the board of the
corporation, but they would, I think, be the first to recognise the invaluable
contributions to it by Mr. W. J. Filbert, for a short time assistant comptroller,
and now for many years comptroller, of that corporation, to whom all American
accountants owe a debt of gratitude.
It is rather surprising that in one respect, the election of auditors by the share
holders, the practice of the Steel Corporation has not been more widely adopted.
In the railroad reorganizations which followed the panic of 1893 such a provi
sion was not uncommonly made for the protection of shareholders whose con
fidence had been shaken by disclosure of the accounting methods followed in
some conspicuous cases. The United States Steel Corporation, however, adopt
ed the same procedure under no such constraint but simply as a matter of sound
business practice. It is much to be regretted that while the practice of employ
ing professional auditors has since become so general, this very appropriate
method of appointing them has not been more generally followed.
Yours very truly,
George O. May.

Mr. May raises a question which has been the subject of repeated
comment in these pages, namely, the desirability of the election of
auditors by shareholders rather than appointment by directors.
It is the old question of English as opposed to American practice.
As a matter of fact, even in those isolated cases in which there is
provision for the election of auditors in this country, the matter
resolves itself into what is tantamount to appointment by di
rectors, because the shareholder almost invariably gives his proxy
to the management of the corporation and concerns himself not at
all with what he considers administrative detail. What our cor
respondent says in regard to the Steel Corporation and to some of
the railroad companies may be taken to heart by those who are
concerned with the control and ownership of corporations. Some
times it seems as though there were an increasing tendency on the
part of stockholders to participate in the conduct of business, but
these indications usually fade away, and we relapse into the con
dition of acquiescence which has been the custom of the past. It
would be extremely interesting to hear from other readers of The
Journal of Accountancy on this highly important question
raised by Mr. Anyon and discussed by Mr. May.
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